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Time To Take Soundings 


Review of Growth, Cost of Welfare Plans Seen Needed to Avoid Future Heavy Burdens 
by Louis W. Dawson 


b ka year 1954 has been marked by the renewal of strong pressures for the expansion of social 
welfare plans. Individually, any of these proposals may be both desirable and feasible. But 
together—and when added to the plans we already have—they may be more than the country can 


afford, either now or in the future. 


I think the time has come for a careful review 
and analysis of our existing and proposed plans, 
to see where we stand now; what costs we are 
incurring now and in the future; whether we are 
unwittingly taking on commitments that a future 
generation may be unwilling or unable to pay; and 
how such plans may affect other elements in the 
nation’s economy. 


The desire for security is strong, persistent and 
universal. No one can quarrel with such an aspira- 
tion... The individual who questions the desirability 
of social welfare plans is in danger of sounding 
churlish and anti-humanitarian. But I don’t think 
we in’ the life insurance business can fairly be ac- 
cused of a lack of interest in our fellowman . . 
We have done more than perhaps any group to make 
the age-old dream of true security a practical reality 
for millions. 


We know that welfare plans, unless kept within 
practical limits, can become a Frankenstein that may 
destroy us. History is replete with examples of gov- 
ernments that have seriously retarded their eco- 
nomic progress, or suffered serious inflation, trying 


to make good on promises that were never econom- 
ically justified. ... 


The views and proposals I intend to express are 
not advanced as those of this Association, or of the 
life insurance business as a whole. They are my own 
personal views which spring from a lifetime of ex- 
perience in helping to provide protection and secur- 
ity for American families. 


Security Must Be Earned 


We must put from our minds the idea that gov- 
ernment, private business, unions or anyone else can 
give us security. Security is something that must be 
earned and paid for. Once that principle is recog- 
nized, it then becomes evident that the benefits of any 
security program must bear some sensible relation- 
ship to what a country is willing to pay and can 
afford when the true costs mature. 


The young people of the nation should be par- 
ticularly concerned with the danger of excessive 
costs. It is they who will really feel its full effects. 
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Security plans must be paid for in future production. 
Where can the burden fall but on the back of the 
young worker? 


I doubt that many people realize how numerous. 
elaborate and potentially expensive our existing so- 
cial welfare plans already are. We have not only a 
Federal Social Security system, but also an extensive 
Civil Service plan, a Railroad Retirement plan and 
various special programs for veterans. 


We have unemployment compensation; workmen’s 
compensation; disability benefits under veterans’ 
plans, and public relief plans; temporary disability 
benefits for railroad employees, and for employees 
in general under various state plans, etc. 


life insurance in force. National Service Life Insur- 
ance (which is subsidized by the taxpayers) totals 
another $40 billion. Yet, the cost of carrying the 
gigantic total of Social Security survivorship benefits 
is only about one-third of the cost involved in carry- 
ing the old-age benefits. 


Social Security, of course, is not operated on a 
“reserve basis” comparable to the private life insur- 
ance system; and I do not contend that it should be. 
There is some “reserve” —about $20 billion, which is 
called the Trust Fund. But if the system were dis- 
banded today, and all benefits paid on wage credits 
already accumulated, with partial benefits to those 
who do not yet have a fully insured status, it is esti- 
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The Social Security system, as reorganized in 1939, 
was intended merely to help destitution in old age 
... The benefits were based on presumptive needs .. . 
Social Security was not conceived as an insurance 
plan. Now, however, it has grown into a plan pro- 
viding the equivalent of very substantial insurance 
and annuity benefits for the bulk of the people, re- 
gardless of their needs. Its inequities thus become 
glaringly apparent and highly important to both the 
individual and the country as a whole. 


Some Benefit Examples 


Most do not realize how much Social Security pays 
in relation to private life insurance programs. For 
example, if a man dies at age 35, leaving a wife age 
35 and three children, 10, 8, and 3, the survivorship 
benefits paid under Social Security total nearly 
$44,000. If the man and his wife both live to age 75, 
their old-age benefits will total about $20,000. This 
is equivalent to a program of insurance and retire- 
‘ment income that is very large in relation to what 
might be a family income of $4,000. 


The survivor benefits payable under Social Secur- 
ity are equivalent to about $350 billion of life insur- 
ance or $16 billion more than the total of private 
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mated that the liability for past service for those 
presently covered would be about $250 billion more 
than is now in the Trust Fund. 


This very large requirement can be made good in 
several different ways. One method—already pro- 
vided in the law—is to increase future Social Secu- 
rity taxes. But it is doubtful that the taxes provided 
in the present law will be enough to do the job. 


Another method (of ultimately making good the 
present deficiency) would be through a Federal sub- 
sidy. This, in turn, would require either an increase 
in general taxes and a diversion of them to Social 
Security purposes, or deficit financing which would 
constitute a charge against future generations. The 
only other apparent solution to the problem of 
insufficient reserves would be for Congress to reduce 
the benefits payable under Social Security. 


The inability to put these reserve funds to produc- 
tive use is another disquieting element. Life insurance 
reserves are invested principally in productive pri- 
vate enterprises which produce income on the sums 
so invested and wages to support our future bene- 
ficiaries and annuitants. But Social Security reserves 
are quite different. The Social Security taxes are 
spent for the general purposes of the government, 
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just as other tax revenues are; and the government 
puts Federal bonds into the reserve fund. The fund 
is a valid reserve and the interest on it is real income. 
But the interest on such bonds can be paid only by 
future taxes on the public or by future inflationary 
Federal deficits. 


Social Security funds are not put to work in pri- 
vate industry. They do not create the means of future 
production. If on the other hand, the government 
invested the funds in private industry, it would ulti- 
mately become the biggest holder of private invest- 
ments; and we would gradually be transformed into 
a socialistic or fascist state through government con- 
trol of the sources of production. Consequently, it 
seems that no satisfactory way can be devised to 
create true insurance reserves through a govern- 
mental system. 


Vague Realization of Cost 


This means that our promises to today’s worker 
under Social Security—which seem a “bargain” to 
him today—can only be paid through a steadily in- 
creasing scale of Social Security taxes on his part 
and the part of his employer . . . In the years after 
1975, Social Security taxes will amount, under the 
present law, to eight percent of payrolls up to $4,200. 
From a $4,000-a-year worker there will be exacted 
more than the average premium he now voluntarily 
pays for private, National Service and U.S. Govern- 
ment Life Insurance. Yet he will have no choice, and 
no freedom to adapt his own compulsory purchase 
to his own particular needs and those of his family. 
Eventually, the burden of Social Security could be- 
come insupportable . . 


* * * * 


I find that the average worker, if he thinks of the 
cost of Social Security at all, thinks of it as amount- 
ing to two percent of his income, up to $4,200, be- 
cause that is the only part of the cost that he pays 
directly. Many are not even aware of this because 
the automatic payroll deduction is deceptively pain- 
less. Actually, the taxes to be paid by employer and 
employee may prove to be as high as 10 percent or 
11 percent just to finance present benefits, and assum- 
ing no further liberalizations in the law. These costs, 
of course, will be met in part by the taxes paid by 
employers, but they are really paid, in the final anal- 


ysis, by all workers, through higher prices or lower 
wages. 


Various liberalizations now being urged would 
cost about another five percent of payrolls, accord- 
ing to best available estimates, bringing the total cost 
to as much as 16 percent of payrolls. 


So far, I have been talking only about the cost of 
the Federal OASI. But a UN agency, the Interna- 
tional Labor Mffice, has undertaken to establish what 
it euphemistically calls minimum standards of social 
security for the nations of the world. Its recom- 
mended program embraces nine different categories 
of social security, some of which we do not have at 
all in this country. It is estimated that it would ulti- 
mately require about another 12 percent of payrolls 
to bring us up to the minimum “standards” of the 
ILO in the categories in which we are now “defi- 
cient.” This could bring our total Social Security 
bill to something like 28 percent of taxable pay- 
rolls... 


One of the things called for in the ILO program is 
compulsory health insurance. Although that has not 
been strongly pressed in this country of late, it is by 
no means a dead issue for the future. Meanwhile, 
official consideration is being given to a plan for 
government reinsurance in the health field which 
has the merit of offering assistance to private com- 
panies rather than pre-empting their field. 


Problems of Health Insurance 


Federal health insurance would create danger of 
the same confusion of objectives and the same ex- 
cessive and uncontrollable costs. This is a relatively 
new field, and remarkable progress has been made by 
private organizations in providing health coverages 
for the American people . . . more than 100 million 
people now have some form of voluntary insurance 
to cover their medical or hospital expense . . . 


A government-sponsored health insurance plan 
would be a gigantic and costly undertaking. The 
cost of all illness in the U.S. last year is estimated at 
more than $10 billion. This is several times what the 
entire Social Security system is now costing annu- 
ally. Of the $10 billion cost, nearly $6 billion was 
for payments to doctors and hospitals; and about 
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one-quarter of that amount was covered by private 
insurance. Even a government-sponsored plan that 
covered only hospital and doctors’ charges, would 
involve a cost of nearly $6 billion annually. 


Such estimates and the history of Social Security 
strongly suggest that the activities of the Federal gov- 
ernment in the field of medical reimbursement should 
not comprise insurance, but rather public assistance. 
To extend government financing of the individual's 
health demands much beyond the public assistance 
area would not raise the existing level of medical 
care but might actually lower it in my opinion. Sud- 
den introduction of a universal health insurance sys- 
tem would probably swamp existing medical facil- 
ities. 


Can't Turn Clock Back 


A public assistance approach should confine any 
Federal government plan to those people who, for 
one reason or another, are unable to buy private 
insurance, i.e., the aged, surviving dependents, and 
disabled people. Such a plan might also cover low- 
income people not already on the public assistance 
‘rolls, who are unable to purchase health insurance. 


These various groups of uninsurables might total 
as many as 30 or 40 million people. They represent 
a large and important segment of our total popula- 
tion, to whom health insurance, in its real or mean- 
ingful sense, cannot be extended. A real need exists 
among such people for medical aid; and that whole 
area seems to me a proper one for government grant- 
in-aid plans, provided they are clearly recognized as 
such, and not as insurance. Whether the public is 
willing and able to bear the cost is a question that 
warrants serious study. 


But if there is to be an expansion of expenditures 
by the Federal government, operations should be 
kept at the traditional state and local Jevels—through 
village, town, city and state administration—with 


r 
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the Federal role restricted to one of providing finan- 


cial assistance. 


Before this country’s social welfare plans are ex- 
tended further, or before any new ones are adopted, 
I would suggest a thorough and impartial study of 
our whole social welfare system and all its implica- 
tions. We should determine the philosophy and ulti- 
mate objectives of such programs; examine all pres- 
ent plans in the light of those objectives; examine 
overlapping or conflicting plans; review the sound- 
ness and future cost of existing plans; consider any 
new plans in the light of the ability of the country to 
support them; and continuously analyze the impact 
of all such plans on other elements of our economy. 


I realize that various groups have made studies, 
from time to time, of separate segments of our social 
welfare picture. What I am suggesting is a coordi- 
nated study of all phases of the entire problem, in- 
cluding its overall impact on other elements in our 


economy. 


In the present temper of the times, we cannot turn 
the clock back. If we have promised too much, only 
time will tell. But it is not too late to weigh future 
extensions in the light of our capacity to pay all 
those who enjoy the benefits. This at least we can do; 
and if integrity is not to be forsaken as a national 
ideal, it is a simple obligation of citizenship, regard- 
less of party... 


I am confident that in this great country, we can 
all have real security, if we are willing to work for 
it and obtain it by stages that do not extravagantly 
pledge the future or disrupt the country’s economy. 
But unless we guard against those dangers, we may 
go down in history as the generation which, instead 
of passing on a better and richer country to the next 
generation, as our forebears did, mortgaged the 
future of our children and grandchildren, to assure 
our own ease and comfort. The fact that we may 
have done it not from malice or selfishness but from 
ignorance or misguided generosity, will not mitigate 
the blame that future generations will heap upon us. 


* 


NB Under “Local Fiscal Powers—Approved” (in the November Tax Review) was listed a Virginia measure permitting counties 
to borrow money for school construction from the Virginia Supplemental Retirement System, without a vote of the elector- 
ate. Final official returns show the measure was defeated, not approved. 
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